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Sticker shock recently hit
property owners in several
South Carolina counties in
the wake of legislatively required five-year property reassessments.
Property owners who saw
modest increases in property values are reasonably
content. But, those with highly desirable property on lakefronts or land in high demand like vacant lots in builtup areas are unhappy with
the figures recently received
from the assessor’s office.
In a few cases, tax bills
may be high enough to force
owners to sell their vacant
land or even their family
home. At the opposite extreme, those who saw values decline are torn between
being insulted and pleased
with the lower than expected tax bill.
So, why reassess property? The reassessment system guarantees that each
property owner pays an eq-

uitable part of the money
which finances local governments and schools. Such readjustments even out the tax
burden for property owners.
Is there a better way to handle reassessment? Actually,
the current system is a better
way of handling reassessment. The legislature recently required counties to reassess every five years. By
2000, all counties will be on
cycle with five-year reassessments.
Shorter intervals between
assessments produce more
current values and less sticker shock. Annual reassessment would be even better,
but the cost of annual assessment is prohibitive.
Reassessment used to be
required every ten years or
whenever the ratio of actual
sales prices to assessed value got too far out of line. In
practice this requirement was
not strictly enforced. Under
the old system, property own-

ers whose property hadn’t
been reassessed for a decade or more saw values
soar to such heights that tax
revolts ensued.
So, how can elected officials make reassessment
more palatable? First elected officials should remind
taxpayers that by law in the
year of reassessment the
total revenue from taxing
real property can be no higher then the previous year’s
revenue plus an adjustment
for inflation based on the
Consumer Price Index. This
is accomplished by adjusting the tax rate by lowering
tax millage.
So in counties where assessments have risen dramatically, the average taxpayer will see little if any
change in his or her real
estate tax bill this fall. The
tax burden is not being increased; it’s being redistributed.
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Property Tax Is Not Replacable
This series of
economic briefs
explores fundamental concepts
in economics and
community and
economic development.

The property tax is under fire
again. It is even less popular
than the income tax and for
good reason.
Assessment suddenly jumps.
The bill comes once a year in a
lump sum. There are perceived
inequities in the way the property tax burden is distributed
between new and established

amount of real property owned.
Who benefits from sidewalks,
police and fire protection,
garbage pickup, and streetlights? Property owners. Even
education indirectly benefits
property, because the quality
of local schools is an important
factor in the resale value of a
house.
Second, there
is no suitable
alternative
broad-based tax
that can be levied by cities or
counties to generate the revenue needed for
local services,
including education. Cities
and counties don’t want to
discourage retail activity with
a sales tax much above the
usual one percent.
Local payroll taxes only work
in very large cities, and then
only at very low rates;
otherwise they encourage
businesses to locate where the
tax is not levied. Other taxes,
like the accommodations tax,
are fill-ins that produce small
amounts of revenue at the
margin. The big advantage of
the property tax is that the
property stays behind even if
the taxpayer moves.

. . . there is no magical tax
potion that will make repeal of the property tax
possible. The property tax
is here to stay.
Legislators sometimes
ask how high a rate of
sales tax it would take
to eliminate the property
tax. The answer is,
there is no such rate.
When a sales tax rate
surpassed 10 percent
(which still isn’t
enough), South
Carolinians would cross
over into the twenty
border counties in North
Carolina and Georgia to
buy everything from
groceries and clothing to
computers and
dishwashers. Mail order
and internet purchases,
already popular, would
soar. So state revenue
from a high sales tax
rate is likely to decline
rather than increase.
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industry, car owners and owners of farmland, and owneroccupied and rental property.
Around the country numerous efforts have been made to
restrain or even repeal the
property tax. But there is no
magical tax potion that will
make repeal of the property
tax possible. The property tax
is here to stay for several good
reasons.
First, the property tax is
something of a benefit tax.
Many local services funded with
the property tax create benefits
to owners of property that are
proportional to the value or

Third, the property tax
provides an indicator of
taxpaying capacity or wealth.
It complements income and
sales as measures of ability to
pay taxes.
Prior to this century, real
property was the major form of
wealth, so an income tax on
income, a sales tax on
spending, and a property tax
on wealth tap all three
measures of ability to pay.
Now that wealth is increasingly
held as intangibles such as
stocks and bonds, the property
tax is a weaker measure of
wealth, but it still is the best
available measure.
Finally, a diversified state
and local revenue system is
essential. States with only income and property taxes or
only sales and property taxes
tend to have high rates for
both taxes. High rates distort
people’s decisions. They make
locational, shopping, and working choices in ways that are
not in their best interests or in
the interests of the governments that imposed the taxes.
To reduce those disincentives
to shop, work, live or spend in
a jurisdiction, three broadbased taxes at low rates are
always better. So the property
tax seems to be here to stay.
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Strong Employment Conditions Improve
State’s Rank in Economic Performance
The 1998 Report Card of the
States by the Corporation for
Enterprise Development
shows some improvement
over the 1997 report which
disappointed state officials.
In 1998 the state’s grade for
economic performance has
been raised to a C from last
year’s F. The state continues
to earn a B for business vitality and an F for development
potential.
The report card cited strong
employment conditions in
South Carolina as the primary
reason for raising the grade
on economic performance.
Last year, South Carolina
ranked third among the states
in employment growth and
had the thirteenth lowest unemployment rate.
Yet the report also noted
that South Carolina has the
highest rate of all states of
people out of work for six
months or more. The state
also ranked 38 in average pay
and 37 in annual pay increases. The report card also cited
a high poverty rate, high teen
pregnancy rates, and relatively high crime as reasons for
not giving South Carolina a
higher grade than C.
South Carolina continued to
earn a B for business vitality
based on having one of the
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most diverse economies in
the country. The report card
also noted that South Carolina businesses who compete
out of state had the sixteenth
highest rate of income growth
among the states.
The 1998 report card continues to fault South Carolina
for what it calls development
capacity. South Carolina has
the worst high school graduation rate in the country and
one of the lowest levels of
college graduates in its workforce of all the states.
On the positive side, the
report card cited South Carolina’s well-maintained roads,
bridges and other infrastructure, its high ranking in venture capital investments, and
its well-balanced fiscal system.
Although the state tax system has come in for a lot of instate criticism in recent years,
the report card gave South
Carolina the seventh highest
tax and fiscal score for balance of any state in the country. The state ranked only 22,
however, in tax fairness.
No parent likes to see a
child bring home a report card
with an F, and South Carolinians are not apt to be happy
that the state continues to
earn this grade in economic

development capacity. Yet the
1998 report card shows improvement in places where relatively quick improvement is
feasible.
The problems that cause
South Carolina to continue
earning the lowest grade in
economic development capacity are chronic ones in the Palmetto State and cannot easily
be remedied in one year or
perhaps even in a decade.
By showing South Carolinians the areas where the state
remains deficient, the Report
Card for the States can be
useful in helping the state target the problems that it must
continue to address. Interestingly, most of these problems
have to do with education from
kindergarten to the Ph.D. programs of the state’s colleges
and universities. South Carolina’s development capacity
grade will not improve significantly until the state’s education problems are fixed.
North Carolina and Georgia
again led the South in economic performance with South
Carolina joining Alabama,
Maryland and Virginia in the
mid-range.
Daphne Clones et al, 1998 Development
Report Card for the States. 12th ed. Corporation for Enterprise Development,
Washington, D.C. The 1999 report card
will be available in September 1999. Web
site: http://www.cfedonline.org
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In determining
economic performance the Corporation for Enterprise Development
looks at employment, earnings
and job quality.
The grade is
based on longterm employment
growth, short-term
employment
growth, unemployment rate, unemployment duration,
average annual
pay, average
annual pay growth,
employer health
coverage, poverty
rate, income
distribution
change, income
distribution, and
rural/urban disparity.
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More Timely Reassessments Update . . . . . . . . (From p. 1)
In practice, in counties that
take advantage of their ability to increase collections by
the percentage increase in
the consumer price index for
the year preceding, tax payers are seeing redistribution
and higher residential property tax collections.
In addition, other redistribution forces are at work,
particularly accelerated depreciation of industrial property which has shifted more
of the tax burden to residential property.
But beyond that immediate damage repair, there is
a larger and more fundamental question about how
homes, land, commercial
and rental real estate are
assessed at the county level. The property tax is the
only major tax that is levied

on a hypothetical or estimated value rather than a
real flow of funds.
While personal property
such as cars, trucks, and
boats are reassessed annually based on market prices,
residential real estate is a
different matter. Often a
piece of property can go
unsold for decades or generations, so there is no market exchange of the property between buyer and seller
to provide a clear measure
of its value. Instead, a costly
army of assessors must
make site visits, measure
property, follow up on building permits, estimate square
footage and replacement
costs for structures, and
check on sales values in
each area.
Then, in more sophisticat-
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ed areas, regression equations are used to factor all
this information into determining the market value of
each of the tens or hundreds
of thousands of units of real
property in a jurisdiction. In
less sophisticated jurisdictions, a judgment is made on
how all this information adds
up for each piece of property. It’s time-consuming, slow,
expensive, and it still doesn’t
always produce satisfactory
results.
But, although the system
isn’t perfect, the state has
worked to see that it happens on schedule as efficiently as possible so that
each property owner pays a
fair share of the tax dollars
local governments need to
serve their citizens.
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